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To the Honorable Governor and the Legislature of the State of 
Wisconsin: 

In advance of the publication of its report for the biennium 
ending June 30, 1922, the Tax Commission herewith respectfully 
submits a preliminary report containing such recommendations as 
it conceives will be of interest and possible value in framing tax 
legislation. These recommendations will form a part of the final 
report which will be published as soon as necessary data which 
the law contemplates shall be contained in it are available. 

Dated at Madison, Wisconsin, December 1, 1922. 

Thos. E. Lyons, 
Carroll Atwood, 
Charles D. Rosa, 

Commissioners. 
A. J. Myrland, 
Secretary, 
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CHAPTER I 



CHANGES IN PROPERTY TAX LAWS 
RECOMMENDED 

AMENDMENT OF CONSTITUTION 

The Wisconsin constitution as originally adopted provided that "the 
rule of taxation shall he uniform and taxes shall he levied upon such 
property as the legislature shall prescribe." This is the only provi- 
sion in the constitution relating to the property tax today. The addi- 
tional provision authorizing taxation of incomes, privileges and 
occupations, which now appears in the constitution, was adopted in 
1908. When the original constitution was adopted, property was 
simple in character and consisted principally of real estate and tangible 
personal property. There was very little corporate stock, few inter- 
state securities, and the limited amount of moneys ahd credits in 
existence was assessed in the same manner and at the same rate as 
other property, not only in Wisconsin but elsewhere throughout the 
United States. 

In the meantime, material changes have taken place — corporations 
have multiplied and combined, public utilities have developed, inter- 
state commerce has grown by leaps and bounds, and the volume of 
moneys and credits has enormously increased. All experience has 
ahown that it is impossible as well as unjust to tax moneys 
and credits in the same manner and at the same rate as real 
estate and other tangible property. These changed conditions have 
resulted in special provision being made in many states for the 
taxation of moneys and credits in a different manner and at a lower 
rate than general property. Under the Wisconsin constitution as 
interpreted by the supreme court, all property taxable as such must 
be taxed at the same rate and bear the same burden. The only option 
given the legislature is either to exempt specific classes of property 
from taxation altogether or tax it at the same rate as all other prop- 
erty. No classification is permitted as to valuation or rates. 

Realizing that moneys and credits never have been and cannot 
be effectively taxed at the same rate as real estate and tangible prop- 
erty, when the income tax law was enacted the legislature exempted 
stocks, bonds and evidences of indebtedness from the property tax and 
the only tax which the holders of these .securities now pay is the tax 
on the income derived therefrom. This tax is very light in compari- 
son with that imposed upon other forms of property and in the case 
of national bank stock a condition has arisen whi6h makes it very 
doubtful whether that class of property can be taxed at all under 
our law. 
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6 REPORT OF THE WISCONSIN TAX COMMISSION 

The United States supreme court has recently held that no state 
can tax etock in national banks at a higher rate than is imposed on 
moneyed capital in the hands of private citizens. As moneys and 
credits are exempt from the property tax in this state and national 
banks are not subject to the income tax at all, it is doubtful whether 
any legal tax can be imposed upon stock in national banks under 
existing law. These institutions are taking advantage of this situa- 
tion either by refusing to pay any tax at all or by volunteering to pay 
an amount equivalent to what the tax on their income would be. 
There is no law for this latter course and the result is that national 
banks are either refusing to pay their taxes at all or dictating to the 
municipalities in which they are located as to the amount they will 
pay. 

Again, there is considerable agitation for a reduction of the tax 
burden on homestead improvements. The only relief that can be 
offered as to this or other classes of property is by an outright exemp- 
tion of the entire class or a specified amount thereol A classliled 
basis of assesment as in Minnesota or a reduced rate as in Iowa and 
many other states would much more effectively reach the situation. 
These are but a few of many obstacles confronting the legislature in 
dealing with the subject of taxation under our constitution. Fore- 
seeing this difficulty, the National Tax Association early adopted 
resolutions criticizing uniformity clauses in state constitutions relat- 
ing to taxation, and recommending the substitution therefor of wide- 
open amendments authorizing the taxation of such property as the 
legislature may prescribe and permitting classification or graduated 
rates. Many of the states have revised their constitutions in this 
manner to the great benefit of their tax systems. 

The tax commission does not overlook the argument that a constitu- 
tional provision of this character would remove certain limitations 
now imposed on the legislature and open the way to abuse. But legis- 
latures in this and other states have unrestricted powers over many 
other subjects and must be trusted to deal with taxation reasonably 
and wisely. Moreover, the amendment of the constitution in the 
manner suggested would not remove all restrictions on the subject of 
taxation. On the contrary, every law enacted would be subject to the 
equality clauses of both the state and federal constitutions, and these 
would be a sufiScient protection against arbitrary or unreasonable 
classification/ The tax commission, therefore, reconmiends the amend- 
ment of our fundamental law relating to property taxation to the 
serious consideration of the legislature. As it requires practically four 
years to secure an amendment, it is suggested that the matter be 
given attention early in the present session. 

COUNTY ASSESSORS 

The constitutional provision above quoted requiring uniformity of 
taxation has been supplemented by numerous statutes designed to 
secure such uniformity and prescribing severe penalties for viola- 
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CHANGES IN PROPERTY TAX LAWS RECOMMENDED ' 7 

tion thereof. The law creating the tax commission and defining its 
powers and duties requires it to ''have and exercise general super- 
Tision oyer the administration of the assessment and tax laws of 
the state, over assessors, boards of review, assessors of incomes, and 
over county boards in the performance of their duties as boards of 
equalization, to the end that all assessments be made relatively just 
and equal, at true value, in substantial compliance with law.** 

But while the legislature imposed this duty on the. tax commis- 
sion, it utterly failed to provide it with the necessary machinery to 
carry it out There are over 1,700 assessment districts in the state, 
many of which have one or more assistants, so that the total number 
of persons employed in the assessment of the property of the state 
each year is not less than 1,800. Except in a few chartered cities, all 
these assessors are chosen by popular vote at the general spring elec- 
tion in April and required to begin their work on the first day of 
May following. There is no test of ability or experience required in 
the selection of these assessors, and the salary prescribed is such as 
to deter competent men from accepting the post. While the tax com- 
mission is charged with the duty of securing uniformity in assess- 
ments and equality in the distribution of the tax burden, it can 
neither select the assessing officers, nor prescribe their qualifications, 
nor fix their compensation, nor dismiss thein for incompetency. The 
result is that 1,800 different assessing officers are chosen at random 
every spring with no requirement of qualification, responsibility or 
experience, directed to assess over $4,000,000,000 worth of property in 
the following two months in a uniform and equitable manner. It 
would be difficult to conceive of a more absurd or illogical method of 
securing uniformity or efficient service. Imagine the effect on a 
private business required to be conducted in the same manner — 
namely, by employing a general manager to conduct it and then 
depriving him of the power to hire his own help, fix their compensa- 
tion, or dismiss them for neglect or incompetency. Yet this is precisely 
the status of the tax commission In relation to assessments under 
existing law. 

The absurdity of this situation was pointed out in our 1916, 1918 
and 1920 biennial reports, and a recommendation made that a sys- 
tem of county assessors with competent help, all chosen under civil 
service rules, be substituted for the system of local assessors now in 
vogue. The conditions which led to that recommendation are the 
same now as then and the reason for the change becomes more urgent 
as the weight of the tax burden increases. We, therefore, renew and 
repeat the recommendation believing it to be the most urgent and 
important step in fax reform. 

This subject was fully discussed in the biennial reports referred to, 
copies of which will be furnished the legislature if desired. We deem 
it unnecessary to repeat all the arguments here. 
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CORRECTION OF ASSESSMENTS 

The only authority conferred upon the tax commission to secure 
the equality in assessments enjoined by the constitution Is by reassess- 
ment of entire municipalities under subdivision (2) of section 73.03 of 
the statutes, or by correction of specific assessments under subdivision 
(2) of section 73.07. Reassessment of all taxable property in the 
district can only be made on the petition of the owners of not less 
than five per cent of the taxable property therein. In the case of non- 
residents or small taxpayers it is often difficult, if not impossible, 
to secure the required number of signers. But as the law becomes 
better understood taxpayers are showing greater diligence in looking 
after their assessments, and as former legislatures have refused to 
extend this provision the tax commission is not applying for a change 
in this statute. 

The correction of specific assessments or classes of property under 
subdivision (2) of section 73.07 of the statutes may be made on the 
written complaint of a single taxpayer, but no increase of assessments 
can be made without the signature of two additional taxpayers. This 
remedy is not available at all unless applied for within twenty days 
after the adjournment of the board of review and correction must be 
made before the first day of November. In many cases taxpayers do 
not learn of the discrimination against them until taxpaying time, 
too late to avail themselves of this remedy. Many of the assess- 
ments complained of at such time show such unmistakable violation 
of law and discrimination as to call loudly for relief, and property 
owners are unable to understand what the tax commission is for if it 
can not correct such flagrant abuses. Many deserving appeals have to 
be denied because of this rigid limitation. 

The tax commission recommends that this section of the statutes 
be amended and liberalized so as to permit the correction of the 
assessment of specific descriptions or classes of property to the fullest 
extent consistent with orderly administration. As many taxpayers do 
not learn of the discrimination against them until taxpaying time, 
there is no good reason why the time for making such corrections 
should not be extended until the tax is paid or returned delinquent. 
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CHAPTER 11 

INCOME TAX DEPARTMENT 
CORPORATIONS 

The law requires all corporations not specifically exempt to file 
annual income tax returns with the tax commission. The number 
of corporations reporting yaries between 13,000 and 14,000. The 
returns received each year are carefully audited by the commissioa 
All errors possible of detection by office audit are corrected. In cor- 
recting a return of the current year it is often possible to locate 
errors in previous returns which are likewise corrected. Corporations 
are notified of the changes made and are given the opportunity of 
hearing and appeal. The taxable incomes are assessed annually and 
an assessment roll furnished to each county clerk in October. 

The result of the officer audits made during 1921 and 1922 is shown 
in the following tables. The decrease in the amount of income added 
by the 1922 audit compared with that of 1921 is explained by the 
adverse business conditions prevailing in 1921 which resulted in a 
great decrease in taxable income reported in comparison with the 
previous year 1920, which had shown the largest amount of taxable 
income since the incidence of the income tax law: 

1921 

Number of returns corrected 1,197 

Number of Incomes increased over amount reported 1,130 

Number of incomes decreased from amount reported 67 

1922 

Number of returns corrected 1,275 

Number of incomes increased over amount reported. 1,224 

Number of incomes decreased from amount reported 51 

SuMMABT or Additional Income and Taxes Resulting fbok 

THE OFIICE AxTDIT 

Net Additional 

So]die»' TeadMn' CiokUert' 
Income Income Educational Betliement Bomu Total 

Tax ^ Surtax Fund Surtax Surtax Tax 

1921 f«,S4S,220 $212,715.68 $42,000.08 $82,8n.52 $88,SM.60 $861,tt$.98 

1022 1,800,874 08,842.62 11»807.02 11,006.81 8,482.70 122,008.04 
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FIELD AUDITING 

Prior to 1919 the tax commission had no appropriation for employ- 
ing accountants to verify income tax returns by examining the books 
of taxpayers. All returns had been carefully audited in the office of 
the commission each year, and such errors as could be located by an 
inspection of the returns were corrected. Considerable income was 
added to the tax rolls annually by this method. 

The commission was well aware, however, that in some cases the 
income tax returns did not correspond with the taxpayer's books, 
while in other cases the net profits as shown by the books were not 
the net profits that the law contemplated should be taxed. Beginning 
with 1917 incomes were swelled enormously over any prior period.' 
Federal income and excess profits tax laws imposed taxes without 
precedent. Different accounting procedures to comply with federal 
laws, but which often did not conform to the state income tax. law, 
were adopted by many taxpayers. As stated in its tenth biennial 
report, the tax commission fully realized that if large amounts of 
income were not to escape taxation it would be necessary to make a 
more comprehensive audit of the returns than had formerly been 
made, and that it would be necessary to have field auditors to check 
the books of the corporations where the correct amount of income was 
in dotbt. 

This 'situation was brought to the attention of the 1919 legislature 
which appropriated f 15,000 annually to defray the expenses of account- 
ants, their assistants, and others, in checking and verifying income 
tax returns. A tabulation of the work completed and entered on the 
1919 and 1920 tax rolls follows: 

Number of 
Corporations Additional Additional 
Examined Income Income Tax 

1919 68 t860,571 t47,336 

1920 59 897,006 55,498 

Total 127 n,757,577 $102,834 

In addition to the results shown above there were assessed approxi- 
mately $50,000 in fK)ldiers* bonus and soldiers' educational bonus sur- 
taxes. The 1921 legislature increased the appropriation for field work 
to $25,000 annually for the biennium beginning July 1, 1921, which 
made it possible to increase the field force. In December of 1921 the 
Emergency Board, consisting of the governor, the secretary of state, 
and the state treasurer, appropriated an additional $40,000 for the year 
to enlarge the work. The special session of the legislature called by the 
governor in May, 1922, fixed the annual appropriation for field work 
for the remainder of the biennium ending June 30, 1923, at $65,000. 

During the calendar year of 1921 the books of 55 corporations, 
including some of the largest in the statd were examined. The addi- 
tional income and taxes after allowing credits for overassessments is 
shown below: 
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INCOME TAX DEPARTMENT 11 

Additional taxable income .t4,521,238 

Additional income tax $277,743,84 

Additional soldiers' bonus surtax 84,962.10 

Additional soldiers' educational surtax 38,282 28 

Additional teachers' retirement fund surtax 9,186.42 

Total additional taxes ?410,173.64 

With the increased appropriation available January 1, 1922, the field 
force was increased as rapidly as possible. There are now eleven account- 
ants working on corporations and a supervising auditor in the office. 
The results of 1922 audits to December 1 are as follows: 

Number of corporations examined 167 

Additional income $21,441,479 

Additional income tax $1,811,375.76 

Additional soldiers* bonus surtax 337,791.27 

Additional soldiers' educational bonus surtax 117,853.02 

Additional teachers* retirement fund surtax 54,729.29 

Total additional taxes $1,821,749.34 

In connection with the additional income taxes shown in the fore* 
going schedules it should be borne in mind that the usual personal 
property offset applies and will greatly cut down the amount of the 
normal income tax of $1,311,375.76 which will be paid in cash. 

The greater portion of the additional taxes shown in. the 1922 table 
has been placed on the 1922 assessment roll, becoming due and pay- 
able in January, 1923. A small amount of the additional taxes dis- 
closed by audit reports during the closing weeks of the year must 
. necessarily be carried over until the 1923 assessment. Of the 222 
corporations examined in 1921 and 1922, 25 showed no changes to 
be necessary or showed a refund due because of overstatement of 
income. 

The field auditing thus far has been confined principally to corpora- 
tions, but the audit of a few individuals and partnerships indicates 
that proportionately large results could be obtained if additional 
auditors could be employed to verify the returns of individuals, part- 
nerships and fiduciaries. A careful estimate made by the commission 
indicates that there are between 2,000 and 3,000 corporations that 
should be audited within a reasonably short time. The present field 
force consists of eleven accountants engaged in corporation audita 
and one accountant on individuals, partnerships and fiduciaries. 

With several of the most difficult and complex cases out of the 
way, which consumed a great deal of time, the present force may 
reasonably be expected to check from 250 to 300 corporations a year. 
These facts are presented in order that the legislature may decide 
whether or not it wishes the scope of this work to be extended. The 
results obtained so far indicate that an annual appropriation of 
$100,000 for field auditors with a reasonable increase in the general 
appropriation of the tax commission to care for the great increase 
in the office work caused by the field work would be a profitable 
investment for the state. 
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12 REPORT OF THE WISCONSIN TAX COMMISSION 

SALARIES OF ASSESSORS OF INCOMES 

There are forty asaessors of incomes in the employ of the tax 
commission in forty districts of the state. With the exception of the 
assessor of incomes of Dane County, they are away from Madison 
and are to a great extent thrown upon their own resources and must 
act alone. Their duties cover two widely separated but equally 
important fields. First, the assessor of incomes must assess and leyy 
the individual, copartnership and fiduciary income tax in his district 
This Is an office Job. To perform it well, he must have a workable 
understanding t)f accounting and a thorough knowledge of the more or 
less complicated and intricate income tax law. He must have a wide 
knowledge of human nature and a discriminating mind, since there 
is no intricate question or difficulty that faces the expert auditor of 
the Commission in its offices in the Capitol that does not rise in 
varied form to plague the assessor of incomes. 

Second, he must supervise the general property tax in his district, 
often composed of two and sometimes three counties. This is a field 
job that takes him to the four comers of his district. It is a hard 
task — often disappointing and disheartening — almost always thank- 
less. And yet no job is more Important. To d« this job at all well 
he must be a man of courage, good judgment, and diplomacy. He 
must be a man of brains — ^wide awake, virile and vigorous with a 
large stock of initiative and a great capacity for and habit of hard 
work. 

One illustration will be sufficient to show how important an 
element the assessor of incomes is in our system of taxation. These 
forty men in the year 1921 assessed and placed upon the roll a nor- 
mal income tax — in addition to surtaxes — of $5,103,565. Their audit 
of returns added taxable income of $22,758,007 to the amount reported, 
yielding an additional normal tax of $530,856. This is more than 
seven times their combined salaries, three times the whole cost of 
the forty offices, and more than twice the cost for the current year — ' 
of the entire tax commission organization. The additional surtaxes 
assessed by them were $94,595 or $20,000 more than their combined 
salaries. 

It is easy to be seen how an incompetent or indifferent assessor 
of incomes could easily lose in income tax much more than the entire 
cost of his office. Checking over all his work or any considerable part 
of it by the commission is impossible and would entail large addi- 
tional expenditures. The secrecy clause prevents any checking up 
by the public. It is also easy to be seen that, if large amounts of 
taxable income escape the trained auditors of the Commission in the 
capitol, such that field auditing of 167 corporations has given the 
results heretofore pointed out, economy would dictate that these 
offices be filled with the best men obtainable. Better men would give 
equally good results in the other field. 

We believe that our force would be hard to duplicate for the 
salaries paid. We are equally confident that the standard of salaries 
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is far too low from the standpoiht of pure economy. An analysis of 
the salaries paid shows one man receiving a yearly salary of f 4,500; 
one, $2,700; four ?2,400; four, ?2,100; four, $2,000; six, $1,800; twelve 
$1,600; seven, $1,500 and one $1200. We have found it necessary and 
economical to pay auditors in the corporation income tax field about 
double this range of salaries. Our experience has shown that a mini- 
mum standard of service measured by a salary of $2,000, should be 
worked toward with all possible speed. We are using some part time 
men. These should be replaced with full time men. There is no 
thought of disrupting or upsetting our force. It is under civil serv- 
ice. But we replace several men annually. In filling these positions 
we should work toward a higher standard of efficiency. The legisla- 
ture should grant us the necessary funds to carry forward this work. 



ADDITIONAL OFFICE QUARTERS 

We respectfully call the attention of the legislature to the lack of 
room and the cramped quarters of the tax commission. Enough has 
been said in the prior pages to make it apparent to even the casual 
reader that if the work of the tax commission is neglected or its 
endeavors slackened, the state immediately becomes the loser. Local 
and county governments suffer and the inequalities of taxation become 
more marked. The honest and conscientious, in addition to carry- 
ing their own burdens, help carry that of the indifferent, the dis- 
honest and the designing. Hence, it is of the utmost importance 
that the duties imposed upon us should be performed in the most 
^cient and thorough manner possible. 

The legislature has from time to time Imposed additional duties 
upon the tax commission with apparently little thought that a carry- 
ing-out of those duties demands employment of additional help, and 
. that help must have some place in which to work. For a long time 
the offices of the tax commission have been one of the most over- 
crowded departments of the state government. This crowded condi- 
tion has hampered its work seriously in many ways. But the com- 
mission has done the best that it could under the circumstances, 
until now, with the continued expansion of work and duties and the 
lack of adequate quarters, we are faced with such congestion as to 
seriously cripple most of our activities. 

A measure of relief was given the department, after the adjourn- 
ment of the regular session of the 1921 legislature, by an expansion 
into the southeast pavilion room on the second fioor that had been 
used as a Senate document mailing room. Since that time ten 
additional field auditors to check up on back income taxes have been 
taken on. While their duties confine them for a large share of the 
time to the field, they must be accommodated from timie to time in 
the office with facilities to work upon their reports. As might be 
suspected, the taking on of such additibnal auditors has greatly 
increased the clerical and stenographic Work of the commission. 
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This has required us to employ additional help until every inch of 
available room is used. The superintendent of public property ha» 
informed us that we must again contract so as to leave the pavllioa 
room for the forthcoming legislature. This seems at present physi- 
cally Impossible. If it is done, it must be done at a big waste of 
time, effort and efficiency of the department. The legislature should 
take some steps at jonce to relieve this congestion and to place at the 
disposal of the tax commission additional permanent quarters where 
it will have room to do its work. 
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CHAPTER III 



INCOME TAX LEGISLATION 

The tax commission submits in the following pages certain pro- 
posed changes in the income tax law, which, it is thought, will con- 
duce to greater ^uniformity and efficiency in income taxation, and 
produce increased revenue therefrom without placing any undue 
burden upon taxpayers. These recommendations are based on the 
proposition that if the income tax is to become an important element 
in taxation in this state it should be strengthened and enlarged 
wherever possible and practicable. 

TAXATION OF BANK DIVIDENDS 

Attention is called to paragraph (e) of subsection (1) of section 
71.05 which exempts from income taxation "dividends received from 
state banks, national banks, mutual savings banks, and trust com- 
panies subject to taxation by this state." 

Dividends of all other corporations are declared by law to be tax- 
able income and we are unable to find any satisfactory reason for 
making an exception of bank dividends, which are income par excel- 
lence. It is recommended that this discrimination in favor of bank 
dividends be removed by appropriate legislation. 

It would seem that action of the kind indicated would be peculiarly 
appropriate at this time as, under a recent decision of the supreme 
court of the United States, it is doubtful whether national bank stock 
can be taxed In Wisconsin. By reason of this decision apparently 
the only way open to tax national banks is to do so Indirectly by 
taxing dividends paid to stockholders. 

EXEMPTION OF DIVIDENDS 

The repeal of paragraph (5) of section 71.03 and paragraph (4) of 
section 71.04 is recommended. These two paragraphs are identical 
except that one applies to the taxation of corporations and the other 
to persons other than corporations. The first paragraph mentioned 
reads: 

Every corporation* * * shall be allowed to make from its 
. gross income the following deductions: 

Dividends or income received within the year from stocks 
or interest in any copartnership, corporation. Joint stock com- 
pany, or association, the income of which shall have been 
assessed under the proviisions of this act; provided that when 
only part of the income of the copartnership, corporation, Joint 
stock company or association from which such dividend or 
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income was received shall have heen assessed under this act 
only a corresponding part of such dividend or income shall he 
deducted; provided, further, that such copartnership, corporation, 
joint stock company or association report the name and address 
of each person owning stocks <or having such interest and the 
amount of dividends or income paid such person during the 
assessment year. 

These paragraphs accomplish to a great extent the reverse of what 
was intended. Instead of avoiding douhle taxation they make it pos- 
sible to avoid all taxation. 

If the recommendation proposed should be adopted thereafter all 
dividends received by residents of this st<«.te will be subject to taxa- 
tion. "We believe this to be correct in principle. A corporation is 
one person, a stockholder another, and each should respond to the 
tax as a distinct taxable person regardless of the source from which 
the income is derived. All other incomes, as they pass from one 
person to another, are taxable to each succeeding recipient, and to 
make an exception in favor of dividends, which are income of the 
highest order, can not be Justified. The only two states in the Union, 
aiside from Wisconsin, that have made a pronounced success of 
income taxation are New York and Massachusetts, and both these 
states recognize the principle here contended for. A further preced- 
ent is found in the federal income tax law which imposes very 
large surtaxes on individual income of whatever nature and from 
whatever source derived. 

A very conclusive reason why this recommendation should be 
adopted is that, in connection with the personal property tax offset, a 
combination results which wholly exempts* from taxation the income 
of corporations, both to the corporations themselves and to the stock- 
holders who receive the corporate income in the form of dividends 
A corporation's income under the offset provision may be assessed 
but never taxed. Practical experience demonstrates that it is rare 
that a corporation income tax, though legally asse8.:<^d, is paid in 
full; and yet, if assessed, whether paid or not the statute exempts 
its dividends from taxation, the result being that the corporation is 
freed from the tax by the personal property tax offset and the stock- 
holder also by reason of the paragraphs recommended for repeal. 
For twelve years corporations and stockholders, have enjoyed a very 
large degree of immunity from taxation by reason of these para- 
graphs, and should no longer be favored in this respect. 

PERSONAL PROPERTY TAX OFFSET 

For the fourth time the commission recommends the repeal of the 
personal property tax offset provision. This provision, as is well 
known, permits the taxpayer to use his personal property tax receipt 
in payment of his income tax. The reasons for this recommendation 
are set forth with much detail in the 1920 biennial report of the tax 
commission to which reference is made. In addition to the grounds 
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in favor of the repeal urged in the report referred to there is this 
further reason that the offset is, so to speak, "particepa criminis" 
in permitting income of corporations to escape taxation as set forth 
in the preceding recommendation. Such exemption would not be 
possible under the paragraphs above discussed were it not for the 
personal property tax offset which was adopted originally and has 
been retained in the law at the insistence of large taxpayers. 

It is believed that the offset provision and the provisions exempting 
dividends from taxation were inserted in the law at its Inception as 
mere expedients for the purpose of disarming opposition to its enact- 
ment by making it as ineffectual as possible while retaining the 
semblance of income taxation. Now that opposition to income taxa- 
tion has practically ceased, and it is strongly entrenched in public 
favor, it is unnecessary to longer retain these expedients to insure 
Its permanence. Attentibn may now very properly be devoted to 
perfecting the law by eliminating the defects that naturally found a 
place in it in its experimental stages of which those mentioned in 
the foregoing pages are striking examples. 

The effect of the personal property tax offset on income tax revenue 
is shown in the following table: 

INCOME TAXES PAID IN CASH AND BY OFFSET 

Year Per cent Per cent 

Ending: of of 

June 30 i Total Offsets Total 

1913 1 I )8 60.33 I 1.609.711.02 49.67 

1914 >4 60.63 1.896.827.32 49.47 

1915 >3 60.18 1.987.904.62 49.82 

1916 S9 61.07 1.826,641.62 48.98 

1917 S6 67.48 2.211.606.89 42.62 

1910 19 64.61 8.307,435.67 86.39 

1919 rO 69.62 4.707.187.96 40.38 

1920 17 52.85 5.571.606.41 47.15 

1921 68 41.35 6.518.014.50 58.66 

1922 L6 57.74 5.137,635.61 42.26 

Total $76,088,407.52 $41,311,336.00 64.30 $34,772,071.52 45.70 

It will be noted under the table that while the total amount of 
income tax assessed since the incidence of the law was $76,083,407, 
the amount which has not been collected due to the offset was $34,- 
772,071, and the total percentage of offset used to the total assessed 
tax ranged from 35.39 per cent in 1918 to 58.65 per cent in 1921, the 
average percentage of offset used being 45.70 per cent of the total. 
Had the amount paid with personal propA'ty tax receipts been col- 
lected, as it might have been, and put in a trust fund, the income 
of such fund at 5 per cent would have been $1,700,000+, a very respect- 
able annuity which might have been used in the future to reduce 
taxes on general property. 

LIMITATION OF PERSONAL PROPERTY TAX OFFSET 

If the legislature shall not deem it wise to repeal the personal 
property tax offset, the commission suggests (1) that a law be 
enacted limiting its use to Income taxes paid during the year in 
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which the same are due and payable and not after February first of 
such year; (2) that the offset be permitted only in cases where both 
the personal property tax and the income tax are payable in the 
same district, and (3) that no personal property tax offset be 
allowed in payment of income taxes assessed on .unreported and 
untaxed income of previous years. These limitations would be a 
great aid to income tax administration, and tend to keep the use of 
the offset within reasonable bounds. 

The following table contains data bearing on the foregoing recom- 
mendations: 

COMPARISON OF OFFSETS, DELINQUENTS, CASH COLLEC- 
TIONS, AND TOTAL INCOME TAXES SEPARATED INTO 
TOWNS, CITIES AND VILLAGES— 1916 TO 1922 



Paid in 




Offsets 


Delinquent- 


Cash 


Total 


1916 


T. 


1 208.487.11 


1 14.935.31 


1 177.838.84 


1 401.261.26 




C. 


1,503,065.80 


86.341.11 


1.662.319.64 


3,251.726.65 




V. 


114,088.71 


4.010.31 


66,283.21 


184.382.23 




Total 


1,825,641.62 


1054S86.78 


1,906,441.69 


3337370.04 


1917 


T. 


171,140.64 


53.066.74 


545,599.87 


769,807.25 




C. 


1,916,309.75 


72.208.30 


2.357,613.65 


4.346.131.70 




V. 


124,156.50 


2,794.37 


86.553.14 


212.604.01 




Total 


2,2:^1,606.89 


128*069.41 


2,988,766.66 


5,328,442.96 


1918 


T. 


235,605.43 


12,411.87 


1.071.908.40 


1.319.926.70 




C. 


2.885,658.93 


121,776.88 


4.669,406.51 


7,666,842.32 




V. 


186,171.31 


3,276.52 


306,404.28 


495.852.11 




Total 


8,307^85.67 


187,465.27 


6,087,719.19 


9,482,620^8 


1919 


T. 


645,845.76 


9.507.04 


1.160.544.45 


1,815.897.26 




C. 


3,828.618.67 


90.229.35 


6,259,491.93 


9.178.339.95 




V. 


232.723.53 


26,346.37 


531.446.32 


790.616.22 




Total 


4,707,187.96 


126,062.76 


6,951,482.70 


11,784,753.42 


1920 


T. 


651,817.61 


11,214.28 


1,084.288.79 


1,747,320.68 




C. 


4.666.771.79 


169.298.92 


4.712.493.09 


9,648.663.80 




V. 


253,017.01 


22.560.69 


446,594.59 


722.172.29 




Total 


5,571,606.41 


208,073.89 


6,243,376.47 


12,018,056.77 


1921 


T. 


807.626.94 


39.044.82 


524,343.66 


1.871.016.41 




C. 


5,377.290.36 


270,985.42 


3,827.583.78 


9,476,859.66 




V. 


333,097.20 


11.774.98 


243,056.25 


687.928.43 




Total 


6,518,014JM> 


321366.22 


4,594,983.68 


11,434303.40 


1922 


T. 


461,243.79 


47.306.73 


762,938.68 


1,261.489.20 




C. 


4,269,765.44 


436,742.52 


6,614,732.66 


10,321,240.62 




V. 


406,626.38 


20.574.34 


651.421.82 


1.078.622.64 




Total 


5,137,635.61 


504,623.59 


7,019,093.16 


12,66135236 


TOTALS T. 


3,181.767.28 


187.486.79 


5,317,462.68 


8.686,716.75 




C. 


24.447.480.74 


1,247,582.50 


28,093.641.26 


63,788,704.60 




V. 


1.649.880.64 


91.337.58 


2.330.769.61 


4,071,977.83 


GRAND 


TOTAL 


29,279,128.66 


1,526,406.87 


85,74136.^-55 


66347399.08 



The foregoing table is published primarily to show the distribu- 
tion of the income tax a^d the personal property tax offset between 
various towns, cities, and villages of the state. 

In 1916 out of a total tax of $3,837,370 only $208,487.11 in offset 
was used in towns, $114,088.71 in villages, and $1,503,065.80 in cities, 
the total offset being $1,825,641.62. A like comparison will show a 
vast preponderance of offset used in cities, as w;ell as tax, over the 
offset used and tax assessed in towns and villages during each year 
of the period covered by the table. 

Reduced to percentages, 10.86 per cent of all offsets was used in 
towns, 83.49 per cent in cities, and 5.63 per cent in villages. 

Of the cash collected during the term, 14.87 per cent was paid in 
towns, 78.60 per cent in cities, and 6,05 per cent in villages. 
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Of the total tax assessed 13.5 per cent was in towns; 80.82 per cent 
in cities, and 6P 11 per cent in villages. 

In analyzing this table it should be remembered that no attempt 
has been made to classify the offset used and tax assessed by occupa- 
tions. It must not be taken for granted, for instance, that all the 
tax assessed and offset used in the towns or rural districts as shown 
in the table were applicable to the farming industry. Quite the con- 
trary would, on further investigation, be found to be the case. In 
Milwaukee County, and other counties containing manufacturing 
cities, many'~prosperous commercial and manufacturing concerns will 
be found to be in the towns adjoining such cities from which, it is 
believed, the major part of the offset and tax credited to towns comes; 
so that, in the final analysis, the rural population, as a whole, will 
not be materially affected, except favorably, by the repeal of the off- 
set. The conclusion is that the income tax is essentially an urban 
tax, and all increases in the tax due to increased rates, the repeal of 
the offset provision, and to other proposed legislation, will, in the 
main, fall on the population and business interests of cities and 
adjoining territory. 

INCREASE IN RATES 

It is suggested that rates of taxation on the incomes of individuals 
and fiduciaries in excess of $10,000 be increased to a flat rate of eight 
or ten per cent, and that, instead of a graduated rate, on corporation 
and co-partnership incomes, a flat rate of five or six per cent be 
adopted. We refrain from discussing the subject of increased rates 
further than to say that the rate of taxation on large incomes received 
by individuals might, in our judgment, be materially increased with- 
out causing undue suffering on the part of the recipients. 

The foregoing proposed recommendations, if adopted, will be simple 
and inexpensive, because the changes proposed would reduce adminis- 
trative details; effective, because they would, it is estimated, approxi- 
matly treble the revenue that would otherwise be derived from 
income taxation; and just, because they would place the increased 
resulting tax burden ratably upon those who have a superfluity of 
income and reduce the property taxes of those of small holdings and 
incomes by whom the payment of any tax often deprives their fam- 
ilies of some of the essential necessaries of life. 

DISTRIBUTION OP INCOME TAX 

Much complaint is heard about the heavy taxes now imposed upon 
property in the rural districts of the state and there is an insistent 
demand that such burdens be lightened and at the same time public 
revenue be maintained high enough to meet public expenditures. In 
a general way, it is held that the remedy for burdensome property 
taxation ought to be found in income taxation. The tax commission 
Tentures to suggest that increase in income taxation will not mate- 
rially aid the rural districts, unless there is a different distribution 
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of ithe tax than the one now prevailing. Under the present law 70 per 
ceiit of the tax goes to the towns, cities, or villages where assessed, 20 
per cent to the county, and 10 per cent to the state. Out of a total tax 
assessment of $12,000,000 in 1920, $10,000,000 was assessed in eighteen 
counties containing large cities and over one-half of this amount was 
assessed in Milwaukee County alone, so that it is quite apparent that 
the increase in income tax would not be of material benefit to 
the rural districts of the state, unless the tax, or some of it, oould be 
diverted to such districts. This problem has confronted other states, 
to such districts. This problem has confronted other states. In the 
state of New York it was solved by distributing 50 per cent of thft 
income tax to the counties of the state according to assessed valua- 
tion, and by the counties to the various districts thereof on the same 
basis, and by retaining the other 50 per cent in the state treasury for 
state purpos,es. In the state of Massachusettij the problem has been 
solved by providing for the payment of the income tax to the towns, 
cities, and villages of the state in proportion to the state tax paid by 
each. If the income tax collected in this state should be distributed as 
the game is distributed in New York, or in Massachusetts, or if all of 
the income tax should be retained by the state, some relief from 
property taxation in the rural districts might be afforded through 
income taxation. If distributed under the methods used in New 
York, or in Massachusetts, local property levies might be reduced. 
If retained by the state, the amount of revenue received might be 
used to reduce the state mill taxes levied for universities, normal 
schools, and other purposes. The result in either case would be the 
same. 
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STATISTICAL DATA AND EDUCATIONAL WORK 

A reading of the powers given and duties imposed upon the tax 
commission by section 73.03 must impress one with the conviction 
that the legislature intended the commission to go pretty thoroughly 
into the basic facts of our economic life. Broad powers and duties 
have been given it in this respect on the theory, no doubt, that any 
Just system of taxation must rest upon broad foundations of fact. 
The commission has been made the instrument of the people and 
legislature to collect these facts. It must not only collect but most 
study, analyze, and systematize the facts and . figures covering the 
whole field. It must publish the results so that the legislature and 
the public generally shall have the needed information upon which 
to act. 

It has performed these duties just so far as it has had the neces- 
sary funds. The duty imposed by section 73.03 (5) has been carried 
out to the extent that there has accumulated in the offices of the tax 
commission a vast amount of useful information. Compilations 
from such data have been published from time - to time and there 
has been some attempt to analyze this wealth of material and give 
the facts to the public through occasional bulletins, but such mate- 
rial still contains a wealth of information which would be extremely 
valuable to the legislature and the public at this time when attention 
is centered upon the tax problem, and a legislature has been elected 
which will no doubt shift and readjust the burdens of taxation. 

Due also to lack of funds, practically nothing has been done to 
carry out the duties imposed by subdivision (8). That subdivision 
reads as follows: 

To require individuals, partnerships, companies, associations 
and corporations to furnish information concerning their capital, 
funded or other debt, current assets and liabilities, value of 
property, earnings, operating and other expenses, taxes and all 
other facts which may be needful to enable the commission to 
ascertain the value and the relative burdens borne by all kinds 
of property in the state. 

Some of this information is acquired in the administration of the 
income tax. But the commission, acting upon the principle of doing 
the thing first which must be done or needs to be done worst, have 
done practically nothing toward analyzing and bringing to light the 
truths that these data contain. This information and such additional 
data as could be secured would be of incalculable value to the people 
of the state and the legislature in carrying out future taxation 
policies. In fact it is hardly conceivable that any just or substantial 
progress can be made in taxation until all the basic facts underlying 
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our agricultural, industrial and economic life shall be made avail- 
able and understood. Sufficient funds should be granted this depart- 
ment at once to carry forward this work. The additional amount 
needed would be very small indeed — in fact would sink Into insig- 
nificance — compared with the benefit that the state would receive 
were this duty thoroughly performed. 

There is another aspect of this question which should receive 
serious consideration at the hands of the legislature. The tax burden 
throughout the state has grown enormously In the last decade. The 
reasons therefor are perfectly obvious to persons who are devoting 
their whole time and attention to the subject of taxation. Unfor- 
tunately they are little known or understood by the great mass of 
the people of the state. If the people had a fair understanding of 
the fundamentals involved — the source of income, the responsibility 
for the various levies, the portion of the dollar demanded and con- 
sumed by the various divisions of government — state, county, town, 
village, and school district — there could be no more powerful weapon 
for warding off excessive taxation. 

The commission is of the opinion that a small amount spent by the 
state in educating the public upon this most important question of 
domestic life would save the commonwealth many thousand times 
its initial cost. An enlightened and informed public opinion is the 
best guarantee against excessive taxation. As pointed out before, 
the tax commission has endeavored to distribute some of this infor- 
mation, but with the limited funds at its command it has been 
practically impossible to command the state-wide attention to these 
facts that should be obtained. It should be placed in a position to 
use all reasonably available measures and means to bring these basic 
facts to the attention of the people everywhere. It should be in a 
position to stir up interest in these facts and figures since many 
people will remain ignorant of them unless they are, in a sense, 
forced upon their attention. 
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